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“What’s good in the past 40 years may not continue its legacy”
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60/40 is dead at the end of bond bull market
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40-Year Bond Bull Market comes to an end
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#1 Bonds have not much return left but abundant volatility
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60/40 has reduced return yet enhanced volatility in rate-hike cycle

Nominal return Real return

_ Bond return Equity return Bond return Equity return|60/40 real return
WW II (1939-1945) 2.71% 10.65% -0.71% 6.75% 3.77%
Yield Curve Control (1942-1947) 2.54% 15.98% -4.22% 8.63% 3.49%
1971-1980 (Stagflation) 3.60% 10.34% -3.79% 2.34% -0.11%

Bond return Equity return Bond return Equity return 60/40 real return
1982-1990 14.10% 16.60% 9.59% 12.02% 11.05%
2010-2019 4.35% 14.02% 2.47% 11.99% 8.18%

Source: Bloomberg, KGI WMR, S&P 500 and 10 YR U.S. Treasury Note

#2 Fixed Income provides no protection against inflation
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Different fate between “Fixed Income” and “Float Income” during rate-hike cycle
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Fixed Income provides no return nor protection against Inflation
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Source: Bloomberg, KGI WMR, Dividend income from S&P 500 and Bond return from 10 YR Treasury Note, Jan 1940 — Dec 1980, indexed to 100

#3 Volatile than ever from broken bond-equity relationship
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Bonds have been losing ability to protect downside for 60/40

1 | Correlation between return of S&P 500 and 10 YR U.S. Treasury Note, 5-year rolling
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Recommendation

“Floating over Fixed income in the recovery phase”
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Strong signs you should shift from fixed income into dividend income
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Source: Bloomberg, KGI WMR, S&P 500 dividend yield and 10 YR U.S. Treasury yield
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Reviewer: Rakpong Chaisuparakul (No. 19838), Kawin Phupoxsakul, Ph.D. (Senior Wealth Strategist and Economist)
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